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ACT502 – Management Accounting 
DURATION 
 
Reading Time: 10 minutes 
Writing Time: 180 minutes 
 
INSTRUCTIONS TO CANDIDATES 
 
Complete requirements for both Parts A and B 
 
EXAM CONDITIONS 
You may begin writing from the commencement of the examination session.  The reading time indicated above is 
provided as a guide only. 
This is a RESTRICTED OPEN BOOK examination 
Any non-programmable calculator is permitted 
No handwritten notes are permitted 
Hard copy, unannotated English translation dictionary only 
 
ADDITIONAL AUTHORISED MATERIALS EXAMINATION MATERIALS TO BE SUPPLIED 
 




1 x 20 Page Book 
1 x 4-Multiple Choice Answer Sheet 
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Part A: Multiple choice questions – answer these in the sheet provided. 
There are 20 questions and the marks are shown for each of these. There are 48 marks in total 




 Semester 2, 2017 FINAL EXAMINATION Page 4 of 8  
ACT502 – Management Accounting 
 
THIS EXAMINATION PAPER AND SUPPLIED MATERIALS ARE NOT PERMITTED TO BE REMOVED FROM ANY EXAMINATION VENUE IN ANY 
CIRCUMSTANCE.  THIS EXAMINATION IS PRINTED DOUBLE-SIDED. 
 
Part B: Practical Questions - All of the following questions must be answered 
 
Answer these questions in the exam booklet provided. There are 52 marks for this section. 
___________________________________________________________________________________________ 
Question 1 – 24 marks 
Isaac Corporation has collected the following information after its first year of sales. Sales were 
$1,800,000 on 100,000 units; selling expenses $400,000 (30% variable and 70% fixed); direct 
materials $456,000; direct labour $250,000; administrative expenses $484,000 (50% variable and 50% 
fixed); manufacturing overhead $480,000 (40% variable and 60% fixed). Top management has asked 
you to do a CVP analysis so that it can make plans for the coming year. It has projected that unit sales 
will increase by 20% next year. 
Instructions  
a) Compute 
(1) the contribution margin for the current year and the projected year (4 marks) 
(2) the fixed costs for the current year. (Assume that fixed costs will remain the same in the 
projected year.) (2 marks) 
 
b) Compute the break-even point in units and sales dollars. (4 marks) 
 
c) The company has a target net income of $213,000. What is the required sales in dollars for the 
company to meet its target? (2 marks) 
 
d) If the company meets its target net income number, by what percentage could its sales fall 
before it is operating at a loss? That is, what is its margin of safety ratio? (2 marks) 
 
e) The company is considering a purchase of equipment that would reduce its direct labour costs 
by $100,000 and would change its manufacturing overhead costs to 10% variable and 90% 
fixed (assume total manufacturing overhead cost is $480,000, as above). It is also considering 
switching to a pure commission basis for its sales staff. This would change selling expenses to 
80% variable and 20% fixed (assume total selling expense is $400,000, as above).  
 
(1) Compute the contribution margin and (2 marks) 
(2) Compute the contribution margin ratio, and (2 marks) 
(3) Recompute the break-even point in sales dollars. (2 marks) 
(4) Comment on the effect each of management’s proposed changes has on the break-
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Question 2 – 14 marks 
 
John Patrus is an accounting major at an eastern university located approximately 60 miles from a 
major city. Many of the students attending the university are from the metropolitan area and visit their 
homes regularly on the weekends. John, an entrepreneur at heart, realizes that few good commuting 
alternatives are available for students doing weekend travel. He believes that a weekend commuting 
service could be organized and run profitably from several suburban and downtown shopping mall 
locations.  
 
John has gathered the following investment information.  
 
1. Five used vans would cost a total of $90,000 to purchase and would have a 3-year useful life 
with negligible salvage value. John plans to use straight-line depreciation.  
2. Ten drivers would have to be employed at a total payroll expense of $43,000.  
3. Other annual out-of-pocket expenses associated with running the commuter service would 
include Gasoline $26,000, Maintenance $4,000, Repairs $5,300, Insurance $4,500, Advertising 
$2,200.  
4. John desires to earn a return of 15% on his investment.  
5. John expects each van to make ten round trips weekly and carry an average of six students 
each trip. The service is expected to operate 32 weeks each year, and each student will be 




a) Determine the annual (1) net income and (2) net annual cash flows for the commuter service.        
(6 marks) 
 
b) Compute (1) the cash payback period and (2) the annual rate of return. (Round to two decimals.)    
(4 marks)  
 
c) Compute the net present value of the commuter service. (Round to the nearest dollar.) (2 marks) 
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Question 3 – 14 marks 
 
Buil Corporation manufactures a single product. The standard cost per unit of product is as follows.  
 
Direct materials—2 pounds of plastic at $6 per pound  $12  
Direct labour—2 hours at $13 per hour      26  
Variable manufacturing overhead         7  
Fixed manufacturing overhead         5  
Total standard cost per unit      $50  
 
The master manufacturing overhead budget for the month based on normal productive capacity of 
20,000 direct labour hours (10,000 units) shows total variable costs of $70,000 ($3.50 per labour hour) 
and total fi xed costs of $50,000 ($2.50 per labour hour). Normal productive capacity is 20,000 direct 
labour hours. Overhead is applied on the basis of direct labour hours. Actual costs for November in 
producing 9,700 units were as follows.  
 
Direct materials (20,000 pounds)     $119,000  
Direct labour (19,600 hours)        256,760 
 Variable overhead           68,800  
Fixed overhead           50,000  
Total manufacturing costs       $494,560  
 
The purchasing department normally buys the quantities of raw materials that are expected to be used 




a) Compute price and quantity variances for materials and labour respectively. Indicate if each of 
the variances are favourable or unfavourable (12 marks) 
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